This chapter attempts to analyse the consolidated fiscal position of the State through the commonly used fiscal indicators like fiscal deficit, revenue deficit, primary deficit, debt-GSDP ratio etc. This is followed by revenue and expenditure profile of the State. The Finance commission recommended measures to improve fiscal health are also examined before presenting concluding observations.
DEFICITS OF STATE; A TIME PROFILE
The The ratio of revenue deficit to fiscal deficit indicates the quality of latter. thereafter it resumed the declining path and remained so till date.
The gross revenue deficit, the most problematic of all, which appeared in the late eighties continued to increase unabated till 1998-99. In that year it was as high as 5.76 per cent of GSDP. Source: CMIE Reports.
The ratio of revenue to fiscal deficit, which measures the borrowing requirement to finance the revenue expenditure, is another yardstick used to judge the fiscal health of the economy. 1993-94 1994-95 1995-96 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 Year Revenue Expenditure (crore) 1993-94 1994-95 1995-96 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 2004- It can be inferred from the above information that the poor fiscal health of the State did not allow the expenditure on social and economic services and when adjustments are to be made for any fiscal correction the relative decline is suffered most by such services.
Subsidy is another area of concern. Considerable amount of subsidies are paid out but very few are shown explicitly in the budget. Therefore un-recovered cost of various services can be taken as the implicit subsidy. The
State government provides a wide range of social and economic services, which are private in nature. Some of such services may also have significant positive externalities. But the cost recovery in such services is abysmally low.
The aggregate recovery rate for social and economic services, pertaining to the year 1998-99, has been worked out to be 4 per cent 85 on this basis the aggregate subsidy amount was worked out to be a little more than Rs.17100
crore which comes about to be 10 per cent of GSDP and a little less than 66 per cent of revenue expenditure 86 .
6.3.1: Capital Expenditure
The growth of committed expenditure and falling revenue receipts, discussed latter in this chapter, made the burden of adjustment fell significantly on capital expenditure. As mentioned earlier capital expenditure should enhance State's future receipts, more so because such expenditure in the absence of positive balance from revenue budget is financed through borrowings. Therefore if capital expenditure fails to bring about sufficient returns, even if indirectly, the so called golden rule that 'borrowings must be only for capital investments' -that is for the creation of productive assets -would be rendered meaningless.
Therefore return on capital expenditure becomes the yardstick to gauge the quality of capital expenditure. Table 6 .7 provides information on the productivity of capital. One area where some rationalisation is needed is stamp duty rates.
Experience in other States has shown that lowering of stamp duty rates can have a significant positive impact on tax revenue generated from this source, especially when accompanied by credible valuation procedures of properties.
6.5.2: Non-Tax Revenue of State
Non-tax revenue has been another area of concern. Its growth has been dismal since 1994-95 when it grew by only 2.43 per cent over the level of There are four non-tax revenue sources, which together account for 64
per cent of total non-tax revenues. These are: interest receipts, receipts from the general services, receipts from education, sports, art and culture in social services, and receipts from royalties from minerals in the category of economic services. Taken together, own non-tax revenues of undivided Uttar Pradesh relative to GSDP have steadily fallen during nineties. There is relative fall in the ratio even after the formation of a separate State.
The growth structure on non tax revenue is summarized in table 6.11 Over the period 1987-88 to 1999-00, in the undivided Uttar Pradesh, interest receipts grew at the TGR of 7.17 per cent and receipts from education, sports, art and culture grew at the TGR of 14.9 per cent while revenues from major and medium irrigation grew at a TGR of 7.72 per cent per annum (table 6.11). After the formation of the new state, the share of interest receipts in total non-tax revenues has increased. Receipts from the general services showed a growth of above 7 per cent in 2002-03, and mineral royalties including fees and rents showed a growth of above 41 per cent. In the case of royalties, the higher growth is the result of revision of royalty rates and payment of arrears. In fact, between 1992-93 and 1993-94, and again between 1993-94 and 1994-95 , the amounts received had nearly doubled. This trend has continued in the new Uttar Pradesh as well.
The importance of forestry and wild life has come down in the new Uttar Pradesh as the forest rich area went to Uttaranchal (now Uttarakhand).
Revenues from this source has come down in absolute terms and as a result, the relative importance of this source in total non-tax revenues has gone down Table 6 .11 indicates that the largest contribution to non-tax revenue is from the Economic Services group. At the same time, the Social Services as a whole have recorded the highest trend growth rate, 13.88 per cent over the 13 year period prior to reorganisation, whereas the share of economic services in non-tax revenues has gone down in 2002-03 as compared to 1999-00.
6.6: TRANSFERS FROM THE CENTER
As has been observed earlier in the under these policy reforms, may be listed as follows:
• Establishment of UP State Electricity Regulatory Commission to undertake periodic tariff reviews.
• Amendment to Trade Tax Act to check under-valuation of imported goods by the traders.
• Computerisation in commercial tax administration.
• Levying the entry tax (on those items where trade tax).
• Converting motor vehicles tax for life time levy on personal four wheel vehicles from specific to ad-valorem rates has been converted.
• Computerisation has been undertaken in the administration of stamps and registration duties.
• Certain user charges have been hiked which include power tariffs, higher and technical education fees.
• Floor rates in the case of trade tax were introduced.
• Trade tax incentives for attracting new investments have been abolished.
• On the expenditure side, leave encashment facility to class I and class II employees has been withdrawn and foreign travels have been banned.
• Grants-in-aid to the secondary and higher secondary school have been frozen at the 1998-99 levels.
• A ban on new educational institutions for inclusion in the grant list was imposed.
• Transfer of unspent money to personal ledger accounts has been stopped.
• On the planning side, all departments have been asked to review existing schemes and scrap those schemes, which are identified to be unproductive.
• The erstwhile UP State Electricity Board was trifurcated into three corporations namely UP Rajya Vidyut Utpadan Nigam Ltd, UP Jal Vidjut
Nigam Ltd for thermal and hydroelectric generation respectively and UP Power Corporation Limited for transmission and distribution. There was a further division of the distribution companies for catering to the needs of different zones and serving as profit centres.
• Under the reform of public enterprises, a Divestment Commission was constituted. • The share of all States in the shareable pool of Central taxes including the additional excise duties has been increased for 29.5 to 30.5 per cent.
6.8: FISCAL REFORMS IN THE MEDIUM TERM
• The share of Uttar Pradesh in the shareable pool of Central taxes has been increased from 19.137 per cent under the recommendations of EFC to 19.264 per cent under the recommendations of TFC.
• Uttar Pradesh will be the recipient of earmarked grants for health and education as well as for the maintenance of roads and bridges, government buildings, and forests.
• Under the recommendations of TFC, grants meant for local bodies, natural calamities and State specific needs have also been increased. The details of various grants are given in table 6.14 • Uttar Pradesh should be eligible for the restructuring of its debt to the Central government under the terms and conditions specified by the TFC.
In particular, Uttar Pradesh already has a Fiscal Responsibility and Budget Management Act, which provides for reducing the fiscal deficit of the State to 3 per cent of GSDP and eliminating the revenue deficit by 2008-
09.
The immediate benefit of restructuring should come in terms of reduction in the interest rate, which will be fixed at 7.5 per cent. Uttar Pradesh can also avail of the benefit of debt write off under the proposed scheme whereby the benefit is linked to the reduction in revenue deficit in absolute terms. percentage points by 2008-09. This is mainly due to the emergence of a primary surplus in 2006-07. It will however, take several more years for the debt-GSDP ratio to come down to the levels recommended by the TFC.
Therefore it can be inferred that the correction observed in the finances of State in recent time is due to larger devolution from the centre as well as the debt relief provided to it in accordance with the Finance Commission scheme. It is difficult to believe the improvement thus set in would keep on rolling on its own from now on as nothing fundamental has changed. Moreover the inadequate revenue spending on social and economic services is likely to act as drag on the future fiscal balance.
